
I COMMONWEF\LTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

I n  t h e  Matter of: 

ADJUSTMENT OF THE RATES OF ELZIE 1 
NEELEY GAS COMPANY, INC.O PURSUANT 

) CASE NO. 9521 TO THE ALTERNATIVE RATE ADJUSTMENT ) 
PROCEDURE FOR SMALL UTILITIES ) 

O R D E R  

On March 6, 19860 Elzie Neeley Gas Company, Inc . ,  ( “ ~ l z i e  

Neeley”) filed a n  a p p l i c a t i o n  w i t h  the Commission requesting 

a u t h o r i t y  to i n c r e a s e  its gas r a t e s .  This app l i ca t ion  was filed 

p u r s u a n t  t o  807  KAR 5 : 0 7 6 ,  A l t e r n a t i v e  R a t e  A d j u s t m e n t  P r o c e d u r e  

for S m a l l  U t i l i t i e s  ( * A R F * ) .  E l z i e  Nee ley  s t a t e d  t h a t  t h e  

r e q u e s t e d  increase was n e c e s s a r y  b e c a u s e  the o p e r a t i n g  m a r g i n s  

over t h e  past  y e a r s  h a v e  d e c l i n e d  and  customer u s a g e  h a s  d e c l i n e d .  

The  amount of i n c r e a s e d  r e v e n u e  requested by E l z i e  N e e l e y  w a s  

$4,996,  an i n c r e a s e  oE a p p r o x i m a t e l y  6.6 percent o v e r  n o r m a l i z e d  

operating revenues as  determined  h e r e i n .  8ased upon the determi- 

nation h e r e i n ,  E l z i e  N e e l e y ’ s  o p e r a t i n g  r e v e n u e  will increase by 

$738 a n n u a l l y ,  a n  i n c r e a s e  of 1.1 p e r c e n t .  

A h e a r i n g  was n o t  r e q u e s t e d  i n  t h i s  ma t t e r ,  a n d  i n  a c c o r d a n c e  

w i t h  t h e  p r o v i s i o n s  of t h e  ARF, n o  h e a r i n g  w a s  c o n d u c t e d .  The 

d e c i s i o n  of the Commission is baaed upon i n f o r m a t i o n  c o n t a i n e d  i n  

t h e  a p p l i c a t i o n ,  w r i t t e n  s u b m i s s i o n s ,  a n n u a l  r epor t s ,  s t a f f  

reports and other  d o c u m e n t s  on f i l e  i n  t h e  Commiss ion ’ s  o f f i c e : s .  



COMMENTARY 

E l z i e  Neeley operates  as a p u b l i c  u t i l i t y  p r o v i d i n g  gas 

s e r v i c e  to  8 0  r e s i d e n t i a l  c u s t o m e r s  i n  t h e  town of P r e s t o n s b u r g ,  

Ken t  ue ky . 
TEST PERIOD 

E l z i e  Neeley proposed and t h e  Commission h a s  a c c e p t e d  t h e  12- 

month period e n d i n g  December 31, 1985, as t h e  test period for 

d e t e r m i n i n g  t h e  r e a s o n a b l e n e s s  of t h e  proposed r a t e s .  I n  u s i n g  

t h e  h i s t o r i c a l  test period, t h e  Commission h a s  g i v e n  f u l l  

c o n s i d e r a t i o n  to  appr opr i a te  known and measur  a b l e  changes  . 
Sta f f  A u d i t  Report A d j u s t m e n t s  

In the c o u r s e  of i ts  i n v e s t i g a t i o n  i n  t h i s  case, t h e  

Cammiss ion  s t a f f  performed a l i m i t e d  a u d i t  t o  verify reported 

test-year expenses  and  de te rmine  what a c c o u n t i n g  or classification 

c h a n g e s  m i g h t  be appropriate .  The C o m m i s s i o n * s  o b j e c t i v e  was t o  

S u b s t a n t i a l l y  reduce t h e  need f o r  written d a t a  requests,  t h u s  

r e d u c i n g  the e x p e n s e  to Elzie Nee ley .  The staff a u d i t  r epor t  of 

E l z i e  Neeley*s  f i n a n c i a l  o p e r a t i o n s  for t h e  c a l e n d a r  year 1985 w a s  

f i l e d  as a p a r t  of t h e  record i n  t h i s  case o n  J u n e  9 ,  1986. 

E l z i e  Neeley f i l e d  no  comments regarding t h e  staff a u d i t  

report. The Commission h e r e b y  adopts  t h e  f i n d i n g s  of t h a t  repor t  

t o  be u s e d  for r a t e - m a k i n g  p u r p o s e s  h e r e i n .  

The C o m m i s s i o n  h a s  made additional a d j u o t m e n t s  to the tebt 

year, as d e t e r m i n e d  i n  t h e  a u d i t  repozt ,  based upon the f o l l o w i n g  

findings of fact to r e f l e c t  more normal and c u r r e n t  o p e r a t i n g  

conditionst 
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VALUATION 

N e t  I n v e s t m e n t  

E l z i e  N e e l e y  proposed a n e t  i n v e s t m e n t  r a t e  base of $21,439. 

The Commission h a s  a d o p t e d  E l z i e  N e e l e y ' s  proposed n e t  i n v e s t m e n t  

r a t e  base w i t h  t h e  f o l l o w i n g  m o d i f i c a t i o n s :  

N e t  i n v e s t m e n t  r a t e  base h a s  been  i n c r e a s e d  by $812 t o  

r e f l e c t  t h e  f i n d i n g s  i n  t h e  a u d i t  r e p o r t  of the c a p i t a l i z a t i o n  of 

a n  odormeter a t  $326, and  a re l ief  v a l v e  c o s t i n g  $486.  

Working c a p i t a l  of 1/8 of o p e r a t i o n  and m a i n t e n a n c e  e x p e n s e s ,  

e x c l u s i v e  of d e p r e c i a t i o n ,  t a x e s  and  o the r  d e d u c t i o n s ,  has  b e e n  

ca lcu la ted  based upon t h e  adjusted pro fo rma  o p e r a t i o n  and  m a i n t e -  

n a n c e  e x p e n s e s  found  r e a s o n a b l e  h e r e i n .  

W i t h  t h e s e  a d j u s t m e n t s ,  E l z i e  N e e l e y ' s  n e t  i n v e s t m e n t  r a t e  

base for r a t e - m a k i n g  p u r p o s e s  is as tollows: 

Gas U t i l i t y  P l a n t  i n  S e r v i c e  $37, 137 

A d d  : 
C a p i t a l i z e d  I t e m s  
C a s h  Working C a p i t a l  

812 
2 , 0 3 9  

Less t 
R e s e r v e  for D e p r e c i a t i o n  18,385 

Net I n v e s t m e n t  R a t e  B a s e  $21,603 

Normalized Sales Revenues  

E l z i e  Neeley's n o r m a l i z e d  sa les  r e v e n u e  for t h e  tes t  year I 

based o n  Its most recent P u r c h a s e d  Gas A d j u s t m e n t  8546-U, was 

$66 s 652 
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Gas Purchases 

E l z i e  N e e l e y  p r o p o s e d  t h a t  i ts  p u r c h a s e d  g a s  expense be based 

o n  a 3 p e r c e n t  l i n e  loss. A c c o r d i n g  to  Elzie N e e l e y ' s  Annual  

Reports of 1 9 0 3  and 1984,  E l z i e  N e e l e y  e x p e r i e n c e d  a l i n e  loss of 

a p p r o x i m a t e l y  .2  p e r c e n t  i n  1 9 8 3  and a n e t  l i n e  g a i n  of . 4  p e r c e n t  

i n  1984. The s t a f f  a u d i t  report of t h e  1985 tes t  y e a r  i n  t h i s  

case shows a d j u s t e d  gas p u r c h a s e s  of 10,909 M c f  which compares to  

Sale8  Of 10,863 M c f  for a l i n e  loss of . 4  percent during the t e s t  

p e r i o d .  

The Comnis s ion  is of t h e  o p i n i o n  t h a t  t h e  f a c t s  i n  t h i s  case 

d o  n o t  s u p p o r t  a 3 p e r c e n t  l i n e  loss a l l o w a n c e  f o r  r a t e - m a k i n g  

p u r p o s e s .  T h e r e f o r e ,  t h e  C o m n i s s i o n  h a s  d e t e r m i n e d  p u r c h a s e d  gas 

e x p e n s e  based on  t h e  a c t u a l  test-period l i n e  loss and  t h e  b l e n d e d  

cost of gas. C o n s e q u e n t l y ,  t h e  Coltmission has r e d u c e d  t e s t - p e r i o d  

p u r c h a s e d  gas e x p e n s e  by $1,822 t o  $ 4 8 , 0 4 3  a n n u a l l y .  

Rate C a s e  Expenses  

E l z i e  N e e l e y  proposed $1,000 a n n u a l l y  i n  rate case e x p e n s e s .  

Elzie N e e l e y ' s  most r e c e n t  rate case w a s  c o n c l u d e d  i n  November 

1982,  Proin t h e  i n t e r v a l  be tween  rate cases i t  appears t h a t  E l z i e  

N e e l e y ' s  r e v e n u e s  and costs a re  r e l a t i v e l y  s t ab le .  A d d i t i o n a l l y ,  

it appears unreasonable t o  allow f u l l  cost r e c o v e r y  of rate case 

e x p e n s e s  b a s e d  o n  a s i n g l e  y e a r ' s  a m o r t i z a t i o n .  I n s t e a d ,  t h e  

Co~n~nirsion h a s  determined, based on a 3-year  amor t i za t ion  period, 

t h a t  $ 3 3 3  is a r e a s o n a b l e  a n n u a l  e x p e n s e  for r a t e  case e x p e n s e s  i n  

this i n s t a n c e ,  T h e r e f o r e ,  t h e  Comniss lon  has i n c r e a s e d  test- 

period rate case e x p e n s e  by $333 a n n u a l l y .  
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D e p r e c i a t i o n  Expense  

The a u d i t  r e p o r t  of J u n e  98 1986,  c a l c u l a t e d  d e p r e c i a t i o n  on 

c e r t a i n  asse ts  as of t h e i r  i n - s e r v i c e  dates. T h i s  c a l c u l a t i o n  €or 

a c c o u n t i n g  p u r p o s e s  u n d e r s t a t e d  d e p r e c i a t i o n  e x p e n s e  since depre- 

c i a t i o n  o n  some assets w a s  n o t  based on  a f u l l  year's deprecia- 

t i o n .  The Commission has r e d e t e r m i n e d  d e p r e c i a t i o n  e x p e n s e  based 

on a complete y e a r ' s  n o r m a l l y  e x p e c t e d  deprec ia t ion  and has 

i n c r e a s e d  d e p r e c i a t i o n  e x p e n s e  by $ 5 9 8  a n n u a l l y .  

Income T a x e s  

E l z i e  Neeley proposed $536 a n n u a l l y  i n  income t a x  expense f o r  

r a t e -mak ing  p u r p o s e s  based upon t h e  proposed amount  of r e t u r n  o n  

n e t  i n v e s t m e n t  ra te  base. Elzie N e e l e y  made no  a d j u s t m e n t s  to n e t  

i n v e s t m e n t  r a t e  base for defer red  t a x  c r e d i t s ,  n o r  d i d  i t  a c c o u n t  

for t h e  d e d u c t i b i l i t y  of i n t e r e s t  e x p e n s e .  E L z i e  Nee ley  a l so  m a d e  

no  d e t e r m i n a t i o n  of i n v e s t m e n t  t a x  c r ed i t s .  E L z i e  Neeley  is a 

S u b - c h a p t e r  S c o r p o r a t i o n  t o r  income t a x e s  purposes. 

The r e a s o n  for a l l o w i n g  income t a x  e x p e n s e  for r a t e -mak ing  

p u r p o s e s  is t o  p r o v i d e  a n  adequate  a f t e r - t a x  r a t e  of r e t u r n  to  the 

c o r p o r a t i o n  because it is t h i s  r e t u r n  which i n v e s t o r s  e v a l u a t e  

according to  t h e i r  own economic  c i r c u m s t a n c e s  to  include t a x  

c o n s i d e r a t i o n s .  T h e r e f o r e ,  income taxes  are allowed f o r  rate- 

making purposes t o  p r o v i d e  a n  a f t e r  t a x  r e t u r n  a v a i l a b l e  f o r  

d iv idend  d i s t r i b u t i o n  to  t h e  s h a r e h o l d e r .  The shareholder pays 

income t a x e s  based upon i n d i v i d u a l  t a x  c i r c u m s t a n c e s .  S i n c e  

income taxes are n o t  l e v i e d  a t  t h e  c o r p o r a t e  level i n  the  caae of 

a Sub-chapter S c o r p o r a t i o n ,  t h e  r e t u r n  on n e t  i n v e s t m e n t  r a t e  

base is a v a i l a b l e  to  be d i s t r i b u t e d  on a n  a f t e r  t a x  bas is .  
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T h e r e f o r e ,  t h e  Commission h a s  d i sa l lowed  t h e  proposed income t a x  

e x p e n s e  f o r  r a t e -mak ing  purposes.  

The Commission,  a f t e r  c o n s i d e r a t i o n  of a l l  pro forma a d j u s t -  

m e n t s  and  a p p l i c a b l e  income t a x  e f f e c t s ,  h a s  d e t e r m i n e d  E l z i e  

Nee ley ' s  a d j u s t e d  o p e r a t i n g  r e s u l t s  to  be as follows: 

T e s t  Year T e s t  Year 
Per A u d i t  Ad j u s  t m e n t  8 A d j u e t e d  

O p e r a t i n g  Revenues  $ 7 3 , 7 4 5  $ < 4 , 7 6 9 >  $68,976 

O p e r a t i n g  Income 2 , 5 2 8  <1,106> 1 , 4 2 2  
O p e r a t i n g  Expenses  71 ,217  < 3  ,663> 67 554 

I n  te rest Expense  -0- 4 4 0  4 4 0  

N e t  Income 

RATE OF RETURN 

E l z i e  N e e l e y  r e q u e s t e d  a r a t e  of r e t u r n  on n e t  i n v e s t m e n t  

rate base of 10 p e r c e n t .  I n  its most r e c e n t  case, E l z i e  Nee ley  

was a l lowed a r e t u r n  of 13 p e r c e n t .  The r e q u e s t e d  r e t u r n  l a  

c o n s i s t e n t  w i t h  t h e  lowered r e t u r n s  allowed by t h e  Commission 

Since E l z i e  N e e l e y ' s  l a s t  case i n  1982  a n d ,  t h e r e f o r e ,  t h e  

Commiss ion  is of t h e  o p i n i o n  t h a t  t h e  r e q u e s t e d  r e t u r n  of 1 0  

percent  is a f a i r ,  j u s t  and  r e a s o n a b l e  r a t e  o f  r e t u r n  o n  n e t  

i n v e s t m e n t  r a t e  base i n  t h a t  it w i l l  a l l o w  E l z i e  Nee ley  to p a y  its 

o p e r a t i n g  e x p e n s e s ,  s e r v i c e  i t s  d e b t ,  and  p r o v i d e  a r e a s o n a b l e  

s u r p l u s  for e q u i t y  g r o w t h .  

REVENUE REQUIREMENTS 

The Commission h a s  d e t e r m i n e d  t h a t  E l z l e  Nee ley  n e e d s  addi- 

t i o n a l  a n n u a l  operating income of $738 to  p r o d u c e  an o v e r a l l  

r e t u r n  o n  n e t  i n v e s t m e n t  r a t e  base of 1 0  p e r c e n t .  To a c h i e v e  t h i s  

l e v e l  o f  o p e r a t i n g  income,  E l z i e  N e e l e y  is e n t i t l e d  to i n c r e a s e  
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its a n n u a l  r e v e n u e s  by  $738 o v e r  n o r m a l i z e d  operating revenues as 

d e t e r m i n e d  h e r e i n .  

The r a t e s  and  charges i n  Append ix  A are d e s i g n e d  t o  produce 

gross o p e r a t i n g  r e v e n u e ,  based upon the a d j u s t e d  t e s t  year, of 

$69,714.  

F I N D I N G S  AND ORDERS 

The Commiss ion ,  after e x a m i n i n g  the e v i d e n c e  of record and  

be ing  a d v i s e d ,  is of t h e  o p i n i o n  a n d  f i n d s  t h a t :  

1. The proposed r a t e s  and  charges are e x c e s s i v e  and  u n r e a -  

s o n a b l e  a n d  s h o u l d  be r e d u c e d .  

2. The ra tes  a n d  charges i n  Appendix  A are  t h e  f a i r ,  j u s t  

and  reasonable ra tes  to  be charged by Elzie Neeley .  

IT IS THEREFORE ORDERED t h a t :  

1. The r a t e s  i n  Append ix  A be and  t h e y  h e r e b y  are a p p r o v e d  

for service rendered by Elzie N e e l e y  o n  and  after t h e  d a t e  of t h i s  

Order. 

2 .  The ra tes  proposed by  E l z i e  N e e l e y  be and  t h e y  hereby are 

denied. 

3.  Within 30 days f rom the d a t e  of t h i s  Order E l z i e  Neeley 

s h a l l  file w i t h  t h e  Commission its r e v i s e d  t a r i f f  s h e e t s  s e t t i n g  

out the rates a p p r o v e d  h e r e i n .  
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Done a t  F r a n k f o r t ,  Kentucky, this of July, 1986. 

PUBLIC SERVICE COMMISSION 

/&.Ad a9./Ld 
Chai rmsn 

;I. 
ice C airman 

ATTEST: 

Executive Di L ec tor 



APPENDIX 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC S E R V I C E  
COMMISSION IN CASE NO. 9521 DATED 7/28/86 

The following rates and charges are prescr ibed for the 

customers served by Elzie Neeley Gas Company, Inc. All other 

rates and charges n o t  specifically mentioned herein shall remain 

the same as those in effect under authoxity of this Commission 

prior to the effective date of this Order. 

RATES: Monthly 

F i r s t  1 M c f  

Over 1 M c f  

$7.10 Per Mcf 

$6.13 Per Mcf 

Hlnimum B i l l  

The minimum bill shall be $7.10 

The base rate for the future application of t h e  purchased 

gas adjustment clause of Elzie N e e l e y  Gas Company, Inc., shall be: 

Commodity 

Columbia Gas of Kentucky, Inc. $4.404 per M c f  


